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 ACE Research Vignette #047: What is the hard evidence on innovation and 
business productivity? 
 
This series of research vignettes is aimed at sharing current and interesting research findings from our team of 
international Entrepreneurship researchers. This vignette, written by Professor Beth Webster at Swinburne University of 
Technology, examines how innovation in small and medium size businesses affect their productivity.  
 
Background and Research Question 
 
Is there evidence that innovation makes small and medium size businesses more productive? We know the rhetoric and 
hear the advice, but is there any hard evidence that overall, innovation pays off? 
 
 
 
 
 
 
 
How was this investigated? 
We statistically analysed a database of 7000 Australian small and medium businesses from the year 2005 onwards to see 
if businesses that introduced a new product, operational process, marketing method or managerial structure became 
more productive over time. 
 
Findings 
 
We found that about 4 in 10 businesses introduce a new business change (aka innovation) in any given year. These 
innovators were found to be 5 per cent more productive than they were before they innovated even after taking into 
account the rise in productivity in their whole industry. Furthermore, businesses that collaborated for the purposes of 
being more innovative were an additional 7 per cent more productive.  
 
Business and Policy Advice 
 
These findings do not mean all small and medium size businesses should rush out and start introducing new products and 
operational methods. If it were that simple, we would all be doing it. There are clearly ways of innovating that are more 
successful than others and businesses should do their own research and speak to other businesses in the same situation 
to find out what other people are doing; what worked for them; what resources they used: what are the pitfalls and were 
are the best opportunities.  
____________________________________________________________________________________ 
 
This research vignette was written by: Alfons Palangkaraya, Thomas Spurling and Elizabeth Webster, Centre for 
Transformative Innovation, Swinburne University of Technology based on the report “Does innovation make (SME) firms 
more productive?” Conference proceedings Reserve Bank of Australia, 18-20 March 2015, Sydney. 
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